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inquiries have been received by the committee on auditing
procedure as to what opinion, if any, could properly be expressed
in the auditor's report covering interim monthly financial statements
in those situations where audits of the usual scope are made on either
a semi-annual or annual basis in accordance with generally accepted
auditing standards, but where on other interim dates one or more
procedures such as, for example, the confirmation of accounts receivable or the examination of securities are omitted. While these
inquiries are partially covered in the first statement of the committee,
"Extensions of Auditing Procedure," the inquiries are of sufficient
frequency to make further amplification seem desirable.
The two major questions which the inquiries appear to present are:
1. What procedures, in addition to the examination of intervening
transactions incident to the usual periodical interim examination
and to the examination of the regular semi-annual or annual
financial statements, are necessary in order that the auditor be in a
position to furnish an unqualified opinion with respect to the interim statements; and
2. Whether a qualified opinion would be appropriate and, if so, what
should be the nature of the qualification.
Turning to receivables as illustrative of the first question, the need
for confirmation is clearly indicated in "Extensions of Auditing Procedure" as follows:

S

EVERAL

"That hereafter, wherever practicable and reasonable, and where
the aggregate amount of notes and accounts receivable represents
a significant proportion of the current assets or of the total assets of
a concern, confirmation of notes and accounts receivable by direct
communication with the debtors shall be regarded as generally
accepted auditing procedure in the examination of the accounts of
a concern whose financial statements are accompanied by an independent certified public accountant's report; . . . "
It is further recognized, however, in "Extensions of Auditing
Procedure" that the confirmation may properly be made at a date
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other than that of the particular balance-sheet. The above statement
goes on to say:
" . . . and that the method, extent, and time of confirming receivables in each engagement, and whether of all receivables or a part
thereof, be determined by the independent certified public accountant as in other phases of procedure requiring the exercise of
his judgment."
The committee believes that frequently the conditions surrounding
a particular engagement may be such as to warrant, or even make
desirable, the "staggering" of the confirmation throughout the semiannual or annual period. If this could be done in an acceptable
manner and the results were satisfactory, such procedure would obviate the necessity for a qualification as to the scope of the interim examination in respect of confirmation of receivables.
Similarly, in the case of inventories, the recommendations of the
bulletin "Extensions of Auditing Procedure" indicate that where
there is a well kept and controlled perpetual inventory record, the
procedures with regard to inventory quantities may also be undertaken
at a date other than that of the balance-sheet. Here too, it is possible
that this work could be "staggered" throughout the year if the necessary conditions mentioned in the bulletin are present. If so, a qualification would also be unnecessary as to the scope of the interim
examination in respect of inventory quantities. However, where
"well kept and controlled perpetual inventory records" are not tied
in with the inventory-control accounts maintained in dollars, it is
essential that such quantity records be tied in with the dollar controls
as of the date of the balance-sheet or at some date within a reasonable
time thereof.
Where the regular procedures in connection with receivables and
inventories were complied with at a date prior or subsequent to the
date of the interim financial statements, but within a reasonable time
thereof, considering the rapidity of turnover and adequacy of the
records supporting the interim changes, this will also eliminate the
necessity of a qualification. The plan of carrying out the customary
procedures at some date or dates other than the balance-sheet date
in respect of these items, as well as in respect of some other items
where appropriate, should be encouraged as a means of spreading
the examination activities to reduce the year-end pressure and thereby
make for more efficient audits.
To summarize, with regard to receivables and inventories it is the
opinion of the committee that the standards of auditing procedure
applicable to regular semi-annual and annual statements are like-
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wise applicable to interim statements if an opinion is to be expressed.
The same is true as to auditing standards applicable to other items in
the financial statements, such as securities, bank balances, liabilities,
etc., though with the closer contact and greater familiarity with the
business which periodical interim examinations give the auditor it
may be unnecessary to carry through in as complete detail at interim
dates all the procedures customary at the year-end.
Turning to the subject of exceptions in the auditor's report the committee believes the following statement contained in "Extensions of
Auditing Procedure" should be considered as applicable to interim as
well as to year-end statements:
"The independent certified public accountant should not express
the opinion that financial statements present fairly the position of
the company and the results of its operations, in conformity with
generally accepted accounting principles, when his exceptions are
such as to negative the opinion, or when the examination has been
less in scope than he considers necessary. In such circumstances, the
independent certified public accountant should limit his report to
a statement of his findings and, if appropriate, his reasons for
omitting an expression of opinion."
Thus, if, because of the significance of the items affected, the exceptions as to the scope of the work are of sufficient importance to negative the opinion expressed, the report should be limited to a statement
of findings without the expression of an opinion regarding the financial statements as a whole. The test in this connection should be
whether the exceptions as to the scope of the examination concern
items which could easily be incorrect and which if incorrect are of
such importance that the position and results could be misstated to a
significant extent. For example, an exception that minor bank balances had not been confirmed would not be of sufficient importance
to negative the opinion; an exception that intervening property
additions had not been vouched might similarly be unimportant if
these were of minor amounts. But an exception to the effect that the
auditor had gone to head office only and had not visited numerous
branches at which he would normally make an examination probably
would negative the opinion, as also would an exception that the auditor
had made no examination of the inventories, either as to the book
records or the physical inventories themselves; and the committee
believes that in such circumstances no opinion should be expressed.
Assuming, on the other hand, that the items with respect to which
generally accepted auditing procedures have been omitted are not of
sufficient importance to negative the opinion, it is nevertheless the
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view of the committee that, unless the items are inconsequential, any
auditing standard which has not been complied with should be stated
and any opinion submitted b e correspondingly qualified whether it
accompany interim or year-end statements. It is not sufficient that the
auditor believe the statements present fairly the position and results of
operations; his belief must be based on an examination which conforms to generally accepted auditing standards and in the absence of
such an examination the opinion he expresses, if any, should be
qualified.
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